Probatility Practice 5.9.14

An option to buy a stock is priced at $200. If the stock closes above 30
on May 15, the option will be worth $1000. If it closes below 20, the
option will be worth $0, and it fit closes between 20 and 30 (inclusively),
the option will be worth $200. A trader thinks there is a 50% chance the
stock will close in the 20-30 range, a 20% chance that it will close above
30, and a 30% chance that it will fall below 20 on May 15.

a) How much does the trader expect to gain by buying the stock option?
b) What is the standard deviation?
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You draw a card from a deck. If you get a red card, you win nothing. If
you get a spade, you win $5. For any club, you win $10 plus an extra $20
for the ace of clubs.

L6 d ceds

a) Create a probability model for the amount you win.
b) Find the expected amount you'll win. ‘ 3 SF‘\"Q—LS
c) What would you be willing to pay to play this game? |‘g C l UL$
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An archer hits bull's-eyes with 80% of her arrows. What's the probability
that:

a) she never misses in 10 shots?

b’u\ompa\‘f(lO, 0.%,10) = 0.0
b) there are exactly 8 bull's-eyes in 10 shots?
binampAf (10, 0.9, %) 0.302

c) there are no more than 8 bull's-eyes in 10 shots?

A (P bullsmeye ke PUS Lol s-yes)) = O.YS

d) she gets exactly 12 bull's-eyes in 20 shots?
bi/\or«fohc (20,0. 12) 2 0. 027

e) she gets at least 12 bull's-eyes in 20 shots?
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